
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  

In the  H8ttet of: 

SOUTH CENTRAL RELI. TEILPHONE 1 
COMPANY'S W E  OF A PROJECXED ) 
TEST YEAR IN CONNEClION WITH ) ADMINISTRATIVE 
SOUTH CENTRAL BELL TELEPHONE ) CASE NO. 264 
COElPANY 'S 1983 APPLICATION 1 
TO ADJUST RATES 1 

O R D E R  

On February 24, i 983 ,  South Central Re11 Telephone Company ("South 

Central") f i l e d  a memorandum with the Commission in support of the use of a 

projected, or future, test year in a 1983 rate case. The next day, on 

February 25, 1983, South Central filed a motion asking thc Commission to 

"use the calendar year 19R4 as a test year €or fixing the rates to be 

charged by the Company on and after  January 1, 1984." 

South Central has not filed its application to adjust rates 

beginning in 1984 nor has it f i l e d  its notice of intent to file pureuant to 

807 KAR 5:011(8). Therefore, the Commission will consider the motion and 

supporting memorandum as an edmioietrative case, 

On Fcbruaty Z R ,  13R3, South  Contrnl wnn ordcnrd to n o t v c  c n p f ~ a  of 

i t a  motion and mmorsndum upon cnch lnrcrvcnor of record in its two most 

tcccnt gcnpral ratr? c n w n  (Cnsc? Nos. H150 and 8 4 0 7 ) .  On March 2, 19R3, 

South Central ccrtfficd to the Commission that all parties in those cases 

had been served. 
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T h e  Commission, h a v i n g  c o n s i d e r e d  S o u t h  C e n t r a l ' s  mo t ion  and  

memorandum, and b e i n g  a d v i s e d ,  has d e t e r m i n e d  t h a t  i t  is p r e m a t u r e  t o  set 

t h e  test year i n  a ratc case t h a t  has yet to  be  f i l e d  and w i l l ,  t h e r e f o r e ,  

deny the mct ion .  I n  s u p p o r t  of t h i s  d e t e r m i n a t i o n ,  t h e  Commission makcs 

the f o l l o w i n g  f i n d i n g s :  

( I )  S o u t h  C e n t r a l ' s  mmornndum p r e s r n t e d  o n l y  legal  arguments f o r  

the use of a p r o j e c t e d  test year and gave no  practical r e a s o n s  why a 

p r o p e r l y  a d j u s t e d  h i s t o r i c a l  test year w o u l d  bc inappropriate. T h c  

Commission agrees w i t h  S o u t h  C c n t r a l  t h a t  thc  c h a n a e s  now o c c u r r i n g  i n  t h e  

t e l e c o ~ u n l c a t l o n s  i n d u s t r y  will affect  i ts  services and o p e r a t i n g  

structure. Tliesc changes  are t h e  result of decisions made by t h e  F c d e r a l  

Communication8 Commission and the a g r e e d  Modlf ied Fin81  Judgmcnt ("MFJ") 

bctwecn S o u t h  C e n t r o l  ' s  p a r e n t  , Amcrican T e l c p h o n c  and T c l r g r i l p h  Company 

("AT6T") , and t h e  Un i t ed  S t a t e s  Dcpartrnent of Justice which provided for 

the d i v c m t j t u r e  of t h r  locel  Be11 operating companlcn by N e r c l i .  1 9 8 4 .  Thc 

Commission i s  of the opin ion ,  however ,  t ha t  t h e  effect  of t h e s e  c h a n g e s  can 

be p r o p e r l y  d e t e r m i n e d  u s i n g  S o u t h  C c n t r a l ' s  e x i s t i n g  operations p r e s e n t e d  

in a rate case u s i n g  a h i s t o r i c a l  test ycar. 

( 2 )  The D i v i s i o n  of Consumer P r o t e c t i o n  of the A t t o r n e y  General's 

Office (' 'AC") was onc  of t h r e e  p a r t i c s  r e s p o n d i n g  t o  S o u t h  C e n t r a l ' s  

mot ion .  The A(; o b j c c t c d  t o  t h c  motlon and rccommendcd i n  p t t r t  t h a t  t h e  

" d e c i s i o n  on t h c  a p p r o p r i a t e  test ycer hc dcfcrrcd u n t i l . . . f o l l o w f n g  

c v i d e n t i s r y  h e a r i n g s .  " *  South C e n t r n l ' s  reeponsc  L O  t h c  AG jnr l icntcd that 

ttrc? sbeencc of  n r i i l i nR  hcforc i t  Cflcd i t 6  ratc a p p l i c a t i o n  would CRII(IC' i t  

t o  file t w o  typee of c a s e s ,  onc on a historical t e s t  ycar, t h c  o t h e r  on a 

I AG's Response to Motion of South C e n t r a l ,  d a t e d  March 2 ,  1983. page 3 .  
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projected t e s t  year. South Central further stated that the AG's proposal 

would "not only lengthen the rate case, but would aleo  compllcste the 

already complex hearings, further monopollzing this Commission's already 

scarce The Commission agrees with the AG that this isaue would be 

better decided in an actual rate proceeding. 

The Kentucky Finance and Administration Cabinet ("Finance") 

responded on March 31, 1983. objecting to South Central's motion on the  

ground that it wotild deprive the Commission of Its fact-finding 

re6ponsibilitles and of actual and objective cost and operating data. 

South Central disagreed with Finance's posltion, etating that the 

Commission would maintain regulatory review over current operations during 

1984, and could "take appropriate action I f  returns produced by the new 

tariffs are not within the range found reasonable. The Commission agrees .* 3 

vith Finance, since i t  is apparent that actual operating results would not 

be available under South Central*e proposal until af ter  a decision is 

rendered. 

The City of touisvjlle and Jefferson County filcd a j o i n t  tcsponee 

an April 22, 1983, i n  nullport of !iciutIi Cv i i t  rnl 'rr  m o t  l i m .  T h c l r  rcnponrv 

Indicated that the 1984 Operating Budget, adjusted to reflect at least four 

separate altcrnatlvee, could be used as a test year. The Commission is 

concerned that not only these alternative coursea of actlone, hut others 

2 
Reply of South Central to the AG's Response, dated March 18, 1983, page 3 .  

3 
Response of South Ccntrnl to Mcmotnndlim of Finoncc, dnted March 11, 1983, 
page 2. 
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yet t o  be d e c i d e d ,  w i l l  c a u s e  t h e  test  year p r o j e c t i o n s  t o  f l u c t u a t e  

w i d e l y ,  and  t h e r e b y  become u n c e r t a i n .  W e  would,  t o  a l a r g e  e x t e n t ,  be 

" c r y s t a l - b a l l i n g "  t h e  o p e r a t i o n s  of S o u t h  C e n t r a l .  

(3)  The C o m i s s i o n  I n  n o t  conv inced  t h a t  S o u t h  C e n t r a l  1s i n  a 

p o s i t i o n  t o  know much more t h a n  the broad  o u t l i n e  of i t s  new o p e r a t i n g  

~ t r u c t u r e .  Management w i l l  c o n t i n u e  t o  r e s o l v e  issues r e s u l t i n g  from t h e  

HFJ t h r o u g h  t h e  end of 1983. D e c i s i o n s  on s u c h  i s s u e s  a s  t h e  Loca l  Access 

and T r a n s p o r t  Areas c o n f i g u r a t i o n s  * t o l l  s e t t l e m e n t s  and access chargcs, 

and t h e  services to  be p r o v i d e d  by t h e  new c e n t r a l i z e d  s t a f f  and rcgional 

companies i n  p l a c e  of t h e  c u r r e n t  l i c e n s e  c o n t r a c t  a r r a n g e m e n t s  have not 

yet been f i n a l i z e d .  Even AT&T a d m i t s  t h a t  t h c  a s s ignmen t  of assets,  

l i e t i l l i t i c e  and p e r s o n n e l  I~RR y e t  t o  hc c o m p l r t c d  and w i l l  n o t  be u n t i l  

Septemher, 1983.4 Thus, South C e n t r a l  would have  to f i l e  a p r o j e c t e d  t e s t  

y e a r  which  would be premised on a projected o r g a n i z a t i o n a l  s t r u c t u r e .  

R e g a r d l e s s  of t h e  test y e a r  used by South C c n t r a l  in its n e x t  rate cam, 

t h e  Commission f o r e s e e s  c o n s i d e r a b l e  problems i n  d e a l i n g  w i t h  t h e  changes 

now o c c u r r i n g  anti which  w i l l  o c c u r  on January A ,  1984. D e s p i t e  t h e s e  

d i f f i c u l t i e s ,  t h e  Commission i s  of t h e  opinion t h a t  a h i s t o r i c a l  test y e a r  

w i l l  prov ide  a u s e f u l  s t a r t i n g  p o i n t  €or a n a l y s i s .  We expect t h e  rate case 

t o  have n o v e l  features as a r e s u l t  of t h e  d i v e s t l t o r r  which  w i l l  rcquirc 

i n n o v a t i v e  p lanninp;  by Sou th  C e n t r a l  aa wcll B B  dclfhcrntc re te-mokinE 

proccdurcr by t h l e  Cornmiasion. I lcRolutJon o f  these leeuce will be 

4 
AT6T's P l a n  of R e o r g a n i z a t i o n  d a t e d  December 16, 1982, f i l e d  i n  Civil 
Action No. 82-0192 b e f o r e  t h e  Un i t ed  S t a t e s  D i s t r i c t  C o u r t  for t h e  
District of Columbia, page 468. 
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d i f f i c u l t  enough  Without  i n j e c t i n g  an a d d j t l o n a l  "unknown"--the f u t u r e  test  

year. A l t h o u g h  we are c o g n i z a n t  t h a t  c e r t a j n  a s s u m p t i o n s  w i l l  he hased  on 

business judgments and o p j n i o n s  , wc e x p e c t  t h e  majority of South C c n t r a l ' s  

r e q u e s t  t o  be docimcntcd  a c c o r d i n g  t o  "known and measurable" and "fai r, 

j u s t  and r e a s o n a b l e "  cri ter ia .  

To h c l p  S o u t h  C e n t r a l  be t te r  p l a n  i t s  n e x t  r a t e  case,  t h e  Commission 

s e r v e s  no t ice  t h a t  i t  must  ncct i t s  burden  of proof p u r s u a n t  t o  KRS 

278.190; t h a t  any a s s u m p t i o n s  made must bc s u p p o r t e d  by detailed 

documen ta t ion  i n c l u d i n g  a1 t r r n a t i v e s  t o  thr! a s s u m p t i o n s  choecn;  and  t h a t  

the s t s r t - u p  costs, b o t h  direct and a l l o c a t e d ,  for t h r  new s o u t h e r n  r e g i o n  

holding company end the c e n t r a l i z e d  service o r g a n i z a t i o n  will not bc 

a l l o w e d  for ra tc -making  p u r p o s c s  u n l e s s  s u f  f l c i e n t  c o s t - b e n c f j  t 

j u s t i f i c a t i o n  and  docomcn ta t lon  has hecn p r o v i d e d  for e a c h  e x p e n d i t u r e .  

The Commission t h c t c f o r e  ORDERS t h a t  t h e  mot ion  of S o u t h  C e n t r a l  to 

uBe the calendar year 1984 as t h e  projccted tes t  ycar bc and i t  hereby is 

denied. 

Done at  F r a n k f o r t ,  Kcn tucky ,  t h i s  2nd day of May, 1983. 

Commission * 

ATTESI': 

Secretary 


